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SUMMARY 


In 1979, the Guinean economy continued to modify the country's 


rigidly socialist approach as the Government undertook major reforms 
in the liberalization of private commerce and the opening of invest- 
ment opportunities in small and medium-size enterprises. The minerals 
sector continued to dominate the economy, but growth in foreign ex- 
change receipts slowed as bauxite mines produced at near-capacity 
levels. Despite good potential, agriculture was still hampered by 

an unrealistic state farm policy and by inadequate incentives; pro- 
duction continued to stagnate. Prospects for near-term growth are 
complicated by a serious foreign debt problem, by lack of effective 
planning mechanisms, and by the country's limited absorptive capacity. 
However, Guinea's extraordinary mineral and agricultural resources 
give the country a much brighter long-term outlook, especially if 

the Government accelerates the developmerit of policies aimed at 
economic liberalization. 


STRUCTURE OF GUINEAN ECONOMY 


Guinea has a centrally-planned economy using two basic forms of 
business organization: wholly Government-owned, semi-autonomous state 
enterprises; and mixed enterprises -- foreign investment in joint ven- 
tures with the Government of Guinea. In addition, the Government has 
granted permission in recent months for some private Guineans to set 
up joint ventures with foreign firms. The Government-owned enterprises 
generally have a monopoly in their respective fields and range from 
manufacturing firms (e.g., cigarettes and cloth) to trading firms 
(e.g., food distribution). The agricultural sector is also controlled 
by the Government, which fixes producer prices, import prices and con- 
sumer prices. The financial sector consists of four banks and one 
insurance company operating under a Minister of Banks and Insurance. 


The minerals sector is dominated by three bauxite or bauxite/ 
alumina enterprises: Compagnie des Bauxites de Guinee (CBG), Friguia 
and Office des Bauxites de Kindia (OBK). CBG and Friguia are both 
joint ventures in which the Government is a 49% shareholder and 
foreign consortia have the remaining 51% of shares. OBK is wholly- 
owned by the Government but managed by the Soviet Union, which pur- 
chases all of its output. 





Although 85% of Guinea's work force remains in the agricultural 
sector, only about 30% of Guinea's GDP is derived from that sector. 
Industry contributes Iess than 4% of the GDP. The mining sector 
contributes about 23% of the GDP and is growing faster than any other 
sector. The key to Guinea's future economic development -- as opposed 
to its economic growth -- lies in the agricultural sector because the 
population is still largely agrarian. Guinea is a net food importer, 
and the country's considerable agro-industrial potential has yet to be 
exploited. 


The Guinean economy has only minimal infrastructure. Telecommun- 
ications are inadequate and the road system under-developed, although 
there is progress in both areas. Electrical energy outside of Conakry 
is available in some large towns, but not in all. The single-track 
railroad running the 410 miles between Conakry and Kankan carries 
passengers and some freight traffic; the round trip takes two days 
because of the poor condition of rolling stock and right-of-way. 

Air Guinea, which provides irregular domestic air service, has four 
aging propeller-driven, Russian-made aircraft which are often out of 
service. In 1979, Air Guinea purchased a used Boeing 707, in 1981 
it expects to put in service a new Boeing 737. 


NEW ROLE FOR PRIVATE ENTERPRISE 


President Toure has spoken out on a number of occasions during the 
past year to emphasize the value of private businessmen in Guinea and 
the contribution they can make to the national economy. The role of 
private traders in supplying consumer goods to domestic markets is an 
essential part of the Government's strategy to encourage greater local 
production. 


In 1979, the Government opened up retail and wholesale trade to 
private businessmen for all products except for essential foodstuffs. 
This has resulted in the opening of many shops and a sharp increase 
in the quantity and quality of consumer goods available in Guinea. 

The Government has also encouraged these private traders to export 
Guinean products such as tea and palm kernels. Thus far, the poor 
quality of products and the unreliable supply have effectively limited 
the success of these export efforts. Recently, the GOG announced 

the creation of ONP, Office for the Promotion of Small and Medium- 

Size Enterprises. Operating within the Ministry of Industry, ONP is 
designed to monitor the number and type of these enterprises, establish 





production norms and quality controls, and assist in obtaining credit 
from national banks. In a significant move, the GOG has opened a 
potentially rich diamond concession to a limited number of private 
Guinean operators. The Government plans to pay these operators 70% 
in hard currency and 30% in Sylis for their production, which will 
then be marketed on a diamond exchange in Conakry. 


AGRICULTURE 


1979 was a disappointing year for Guinean agriculture, as produc- 
tion stagnated and total food imports approached 100,000 tons. The 
agricultural sector, which employs three-fourths of the active popula- 
tion, only contributes about one-third of Guinea's GDP and provides 
less than 5% of export earnings. Although the share of public invest- 
ment devoted to agriculture has increased in recent years, almost 
all of these funds have been spent on collectivized production schemes. 
At the same time, the half-million Guinean families which occupy 80% 
of the cultivated land and achieve yields twice as high as collective 
farms have had little or no access to government credit or to agricul- 
tural research and extension facilities. 


Guinea is unable to feed itself despite relatively good soils, 
generally adequate rainfall and a number of favorable climatic zones 
enabling the country to produce a wide range of crops. More than a 
million hectares are under cultivation, but yields are low. For ex- 
ample, yields for rice range from .7 tons to 1 ton per hectare, com- 
pared to several tons per hectare in neighboring countries. Besides 
rice, major Guinean crops are manioc, corn, millet, sorghum, fonio, 
citrus fruits and a wide variety of vegetables. In middle and upper 
Guinea, cattle-raising is an important activity. It is estimated that 
there are 1.9 million head of cattle, 300,000 sheep and 370,000 sheep 
and 370,000 goats in Guinea. Exports -- principally palm kernels, 
coffee, pineapples and bananas -- have declined sharply since indepen- 
dence. 


Recent GOG efforts in agriculture have focused on the FAPAs 
(fermes agro-pastorales d'arrondissement), state farms at the district 
level. 250 such farms are to be established with an initial government 
investment in the form of machinery and personnel. The FAPAs are 
designed to carry out experimental and intensive crop and livestock 
production as well as provide extension services to small farmers. 
FACs, (fermes agricoles communales), are at the village level, consisting 





of mechanized and/or animal traction production brigades. The FACs 
have shown some success in providing a steadier supply of agricultural 
products to the government distribution system, but low producer prices 
-- coupled with favorable trading opportunities on the local parallel 
market and in neighboring countries -- have led to a situation in which 
only a small amount of Guinea's agricultural production actually passes 
through the state distribution system. As a result, the GOG has had to 
import increasing amounts of rice in recent years to provide for urban 
dwellers, the army and others dependent upon the official food distri- 
bution system. 


Guinea's small farmers have been hindered by low producer prices 
and the resulting lack of investment incentive as well as by ecological- 
ly unsound practices. Increasing population has caused a shift to less 
productive land, resulting in lower yields. 


In 1980, the World Bank will move ahead with rice and livestock 
projects. The rice project will include a study of the Guinean market- 
ing system which may point the way to a more effective incentives 
policy for the rural sector. 


INDUSTRY 


The tiny industrial sector accounts for only 3% of GDP and employs 
only 7,000 workers, about .3% of the labor force. Manufacturing plants 
which are managed by over 30 state-owned enterprises operate at only 
a fraction of capacity due to a cumbersome bureaucracy, shortage of 
foreign exchange, lack of maintenance and shortages of imported raw 
materials and spare parts. 


Several European governments and the European Economic Community 
Economic Development Fund are providing financing and technical assis- 
tance for the renovation of several plants, including a plastics plant 
and a brewery. The largest project, 40 million dollars, is the textile 
complex at Sanoyah. When completed, the mill is intended to have the 

capacity to make Guinea self-sufficient in textiles. In 1979, a French- 
built paint factory, SIPECO, was opened and other contracts were signed 
for the construction of a shoe factory, a tire-recapping factory and a 
lubricants-packaging plant, A12 million dollar cement plant designed 

to produce bagged cement from imported clinker is to begin operations 

in 1980. , 





In the next several years, these projects can be expected to bring 
increases in total production of industrial and processed products at 
the intermediate and final levels. This increasing industrial activity 
will create increased demand for intermediate industrial products, 
process control instrumentation and raw materials. In addition, it 
will create a demand for some infrastructure investments (power 
generation and transmission, roads, etc.). As the intermediate 
industries develop, non-government investment in final products 
should result in joint venture or licensing opportunities for U.S. 
firms. 


MINERALS AND FUELS 


The minerals sector dominates the Guinean economy, accounting for 
23% of the GDP and 95% of export earnings. Production of bauxite and 
alumina have leveled off, but revenues from Guinea's mineral export 
tax, which is indexed to the rate of inflation and the price of aluminum 
ingot, will continue to rise. 


In 1979, the Compagnie des Bauxites de Guinee (CBG) produced 8 
million tons of bauxite. Despite a temporary management problem late 
that year, the foreign partners and CBG continued to enjoy a good work- 
ing relationship. CBG provides most of Guinea's foreign exchange 
earnings, and the Government's dividend earnings from CBG are expected 
to rise sharply in the next several years as original construction loans 
are paid off. The company will begin work this year on a 15 million 
dollar workers’ housing project in Kamsar which is being financed by 
Guinea's first Eurodollar loan. In 1979, Navios, a subsidiary of 
U.S. Ste&l, and Klaveness, a Norwegian shipping firm, formed a joint 
shipping venture with the GOG to transport 50% of CBG's exports. 


OBK, Office des Bauxites de Kindia, is a Guinean-owned, Soviet- 
built and managed project near Kindia.. In 1979, production dropped 
to 2 million tons after a series of train accidents. Production was 
also hampered by a shortage of spare parts from the Soviet Union. At 
least 90% of the ore from OBK must go to the Soviet Union under a 
long-term agreement, and 10% can be sold by the Government on the open 
market. However, Guinea has been unable to find other buyers in 
recent years, leaving the Soviet Union as the sole customer. 


Friguia, a consortium of Western aluminum companies and the GOG, 
produces alumina at a plant in Fria. Last year, a record 660,000 
tons of alumina was produced, and the foreign partners agreed to under- 
take studies for the doubling of Friguia's 700,000 ton capacity. 





In 1979, the GOG created a new Ministry of Energy and Konkoure 
to pursue the priority development of the 750 MW Konkoure hydroelec- 
tric project and an associated 155,000 ton aluminum smelter. Electri- 
cite de France prepared the feasibility study for the dam, and Alu- 
suisse did the feasibility study for the smelter. About a quarter 
of the financing for the one billion dollar. dam project has been secured 
from Arab sources, and negotiations are under way with the European 
Development Fund, Caisse Central de Cooperation Economique, and various 
Western European governments for the remainder of the financing. The 
World Bank has also been asked to participate in the Konkoure project. 
The Government plans to hold a series of meetings this year with a 
number of companies, including Alusuisse, Pechiney, and VAW, which 
have expressed interest in buying aluminum from the proposed smelter. 
Still to be decided is the question of what companies will actually form 
a consortium to invest in the smelter. 


Guinea also hopes to go ahead with the Ayekoye alumina project, 
a one billion dollar scheme to produce 1 million tons of alumina per 
year. If alumina from the Friguia plant is used to supply the smelter 
at Konkoure, alumina from Ayekoye could be used to fulfill Friguia's 
long-term supply contracts. While several Arab countries and a few 
Western firms have expressed interest in Ayekoye, no consortium has 
yet been formed to go ahead with the project. 


COGEMA, a French/Japanese/Italian joint venture continues to ex- 
plore for uranium along the northern tier of the country (above 11°N 
latitude). Although uranium has been discovered, it is not yet known 
if the deposits are commercially exploitable. At least four foreign 
consortia are now exploring for diamonds, and two of these companies 
should be ready to begin production in 1981. One of these companies 
is making plans to build a diamond cutting school in Conakry. The 
Government has opened a diamond concession to private Guinean opera- 
tors in a potentially rich area. A diamond exchange is scheduled to 
open in Conakry later this year. 


In 1979, an American oil campany signed an agreement with the GOG 
to explore for offshore oil. The company plans to do a seismic sur- 
vey in 1980 and drill at least two test wells. 


The Mifergui-Nimba iron ore project moved closer to realization in 
1979 as its prospective foreign partners, the GOG, LAMCO, and the Gov- 
ernment of Liberia moved closer to reaching an agreement on transport 
charges for the movement of iron ore across Liberia on the existing 
LAMCO railway to the port of Buchanan. While the April 12 coup in 
Liberia will delay planned negotiations, it is too early to tell what 


e effect the change of government in Liberia will have on the realization 
s important project. 





FINANCE 


The Guinean currency, the syli, has always been traded on the 
parallel market at a fraction of its official value (which is cur- 
rently about 19 to the U.S. dollar). After doubling in value on the 
parallel market in 1978, the syli has stabilized at 80-100 to the 
dollar over the past year. Following several years of tight credit 
controls and a decline in the money supply, the Government is now 
pursuing a policy which emphasizes the importance of stimulating dom- 
estic production and allows for moderate growth in money supply. 
Guinean authorities say that their aim of making the syli fully con- 
vertible will come about through a strengthened national economy re- 
sulting from an expansion and diversification of exports and increased 
productivity, especially in agriculture, to expand the domestic supply 
of goods. To increase the efficiency of the banking system, interest 
rates have been raised to more realistic levels, and a National Savings 
Bank has been created to mobilize private savings. At the same time, 
lending to state enterprises is being limited, and credit to the pri- 
vate sector is being increased for the first time in. several years. 


Foreign debt continues to climb. It now amounts to more than 
US $1.2 billion. A little less than 50% of this debt is with Eastern 
Bloc countries; a growing portion of it is in short and medium-term 
credits which the Government will be hard pressed to pay in the 
coming years. Last year, Guinea rescheduled a part of its debt with 
the United Kingdom, the Federal Republic of Germany, and Yugoslavia. 
Guinea also expects to reschedule its large commercial debt with 
France, mostly short and medium-term credits, sometime in 1980. 
To strengthen the management of its foreign debt, the Government 
has created two new departments within the Central Bank: the Foreign 
Exchange Central Office, which is responsible for planning the ex- 
penditure of foreign exchange, and the External Public Debt Depart- 
ment, which is responsible for the management of medium and long- 
term debts. For new borrowings, the GOG is looking for longer ma- 
turities (5-10 years) and concessional interest rates. 


Despite these measures, the ratio of annual debt pzeyments to 
yearly foreign exchange income will remain about 1:3. Guinea has 
had a small trade surplus in recent years, but reduced capital in- 
flows and increased debt service has put Guinea's current account 





in deficit. Until there is an increase in foreign investment, the 
balance of payments on current accounts will remain in deficit. In 

the past, Guinea has handled its foreign exchange shortages through 
arrearages on debt service. and delays in payments for current purchases. 


OUTLOOK: LONG-TERM 


Guinea has great potential in its possibilities for hydroelec- 
tric power, irrigation projects, tropical fruit exports, increasingly 
diverse mineral exports, forestry products and fishing resources. 
Conversion of this potential to real economic output now seems more 
likely than at any time in the recent past. The Government's political 
moves in the past several years have helped to create a more open 
climate for both foreign investment and domestically-generated growth. 
Better relations with neighboring countries and an emphasis on econo- 
mic integration through ECOWAS and the Mano River Union have improved 
Guinea's future prospects. Greatly increased retail trade has had 
considerable positive psychological impact and has worked material 
changes in the lives of average Guineans. New possibilities for 
locally-owned small and medium-sized enterprises are continuing to 
open up. 


As more mineral projects are developed, Guinea's foreign exchange 
situation should improve, allowing for more prompt repayment of debts 
and increased imports. If the Konkoure Dam/aluminum smelter project 
and the Mifergui-Nimba iron ore project are brought on stream in 
the 1980's, they could provide the Government with the necessary 
foreign exchange to improve Guinea's debt repayment. record and to 
finance further investments, particularly in areas such as agricul- 
ture and light industry. Aggressive development of the agricultural 
sector using a more soundly-based incentives policy, combined with 
technical assistance to small producers, could provide important 
social and economic benefits with regard to rural employment, nutri- 
tion, and export capacity. 


OUTLOOK: NEAR-TERM 


Guinea's economic growth over the next several years will be hard 
pressed to keep pace with the estimated 2.8% annual increase in popula- 
tion. The Government will continue to rely on revenues from mining 
operations for nearly all of its foreign exchange earnings and, with 
bauxite mines operating near capacity, these revenues will grow more 
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slowly than in the recent past. Unless stronger measures are taken to 
increase agricultural production through higher prices and greater 
availability of producer inputs, agriculture will continue to stag- 
nate. Although the tiny industrial sector will benefit from increased 
aid flows and renovation of existing plants; it cannot be regarded 

as an engine for growth since it is heavily concentrated in consumer 
goods. 


Guinea will continue to run a deficit on current accounts until 
major new investments are made and its debt service burden is reduced. 
In this regard, negotiations to reschedule Guinea's short and medium- 
term debts and a program to lengthen the average maturity of new loans 
are of critical importance. In the absence of a major increase in 
foreign investment, which is unlikely to take place in the next year 
or two, foreign aid flows will grow in importance. Outright grants 
and concessional financing will be particularly important as Conakry 
plans for a major building program, including hotels and housing, 
associated with the 1983 OAU Conference to be held in Conakry. In 
addition, the Government has plans to expand and renovate Conakry- 
Gbessia airport and the port facilities in Coakry. 


Guinea's short-term prospects are complicated by the problems 
of coordination between the various ministries and the lack of a strong 
planning mechanism (there is currently no national economic plan al- 


though one is expected within the next six months). Guinea's ambitious 
investment schemes in the minerals sector are likely to be hampered 
by the country's limited financial and managerial absorptive capacities. 


IMPACT ON U.S. BUSINESS 


U.S. exporters viewing Guinea's market should consider the very 
large potential for growth in the future as well as the very special 
characteristics of this market. There is only one official importer 
-- the government agency, IMPORTEX -- and U.S. commercial representa- 
tives must take special care to develop sound relations with Guinean 
Government officials. The usual agent-distributors simply do not 
exist here; marketing must be done in person, and company representa- 
tives must be willing to spend the time necessary to make the requisite 
contacts. It is essential that business representatives visiting 
Guinea speak French, and correspondence to Guinean officials should 
always be in French. Poor shipping schedules from the U.S. are a sur- 
mountable impediment. Exports that the U.S. may reasonably expect to 





make to Guinea (as noted above) are intermediate manufacturing goods; 
aircraft; construction, railroad and mining equipment; agricultural 
equipment; and engineering services. Prospective investors will 
find a warm welcome in Guinea. The Government is eagerly seeking 
foreign investment and has recently issued a new investment code 
which provides for repatriation of profits and offers numerous fis- 
cal incentives for investments in priority areas of the economy. 

A condition of foreign investment in the mineral sector is partner- 
ship with the Government. In general, foreign investors already here 
have found the Government to be a reasonable and reliable partner. 
O.P.I.C. insurance is available for Guinea. 0O.P.I.C. has not had to 
pay out on a single claim resulting from a policy on a Guinean 
investment. 


Investments in two principal fields offer outstanding possi- 
bilities: minerals and agriculture. Minerals investments will gen- 
erally be made by large, well-established firms with experience in 
mining on a large scale in under-developed countries. Agricultural 
investment is sought to develop some of the 6,000,000 hectares of 
arable land currently not in use. With its many rivers, Guinea will 
be well-suited for large-scale irrigation projects in grains, tropical 
fruit, edible oils and natural fibers. Another sector open to 
foreign investment is fishing. Guinea merits attention for its rich 
shrimp, rock lobster and fish resources. The Government has establish- 
ed a 200-mile territorial limit and is now equipping itself to enforce 
its fishing regulations and agreements. 





GUINEAN ECONOMIC INDICATORS 


(All values in Millions of US$) 


Financial! 


(Parentheses signify deficit) 


GDP (at current 725 
market prices) 


Money Supply 
External Debt 


Government Budget 
Balance 20 


Foreign Trade 


Trade Balance 

Balance on Current 
Account (35) 
Exports to: 


U.S. 


1975 


1976 1977 


1,1002 


181 


1,030 


(27.5) 


(98) (23) (26) 





Imports from: 
France 

U.S. 

USSR 


People's Republic 
of China 


Exports 


(in thousands of metric tons) 


4 


Bauxite 6,616 9,075 10,286 


4 583 569 610 


Alumina 
Pineapples 8.5 J. 
Palm Kernels 7.4 


Coffee4 3 


AGRICULTURAL PRODUCTION 
Approximate Annual Totals in Metric Tons 
Rice 360 ,000 Meat - 17,000 
Manioc 480 ,000 Milk 30,000,000 (litres) 
Other Grains 155,000 Bananas 100,000 
Vegetables 100,000 Coffee 7,000 


Other Tubers 100 ,000 Citrus 50,000 


Socio-Economic Indicators 
Radio Sets .. . « « « « ee « « « « «24 per Thousand population 


Electricity Consumption - « « - « -113 Kw per capita per year 





i 


Population per physician ..... . 27890 


Life Expectancy at Birth ...... 41 years 


Notes 
Guinean Sylis 19.945 = US$ 1.00 
1977 Figure adjusted and not in series with previous year's GDP. 
Figures for U.S. include concessionary food trade under PL 480. 


Almost entire production exported. 


Sources: IMF, IBRD, Government and Embassy estimates, N.B. 


All data have a relatively high margin of error and should be viewed 


as indicators of underlying trends rather than as precise figures. 
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